ll 


Foreign  Policy  Association 


INCORPORATED 


Information  Service 


^  PUT  i 
'  crv' '  ‘ 


-'A.'V 


92y 


VOL.  IV- No.  21 


.OeCembBr  21,  1928  ^ 


CONTENTS 


The  Present  Status  of  the  Problem  .  410 

Defects  in  the  Dawes  Plan  .  410 

Problems  Before  the  New  Committee .  411 

The  Background  of  Reparation  .  412 

German  Obligations  Fixed  at  132  Billion  Marks .  .  412 

The  London  Agreement  .  412 

The  Experts’  Plan  .  413 

Payments  Under  the  Experts’  Plan  .  413 

The  Problem  of  Transfer  .  415 

What  Shall  Germany  Be  Required  to  Pay? .  415 

“Capacity  to  Pay”  .  415 

Debtor-Creditor  Position  of  the  Allied  Countries  .  418-19 

Commercialization  of  War  Obligations  .  420 

Summary  of  Conclusions  .  423 


Published  bl-weekly  by  ♦ne  FOREIGN  POLICY  ASSOCIATION.  Incorporated,  18  East  41st  Street,  New  York,  N.  Y.  James  G. 
McDonald.  Chairman;  Raymond  Leslie  Elell,  Research  Director;  VVilliam  T  Stone,  Washington  Bureau;  Lewis  Webster 
JoNKS,  Editor,  ..Research  Assistants:  E.  P.  MacCallum.  Vkba  A.  Micheles,  Helen  H.  Moobkeap,  Ona  K.  D.  Rinowood,  Agnes 
S.  Waddell,  M.  S.  YVfmTiiBiMEB.  Subscription  Rates;  $5.00  per  year;  to  F.  P.  A.  members  $3.00;  single  copies  25c. 


The  Financial  Liquidation  of  the  War 

War  Debts  and  Reparation:  A  Statement  of  the  Problem 


At  a  meeting  in  Geneva  on  September 
16,  representatives  of  the  six  powers 

directly  concerned  with  reparation  unani¬ 
mously  decided  to  establish  a  new  commit¬ 
tee  of  experts  to  work  out  a  “complete  and 
definite  settlement  of  the  reparation  prob¬ 
lem.”  Although  the  membership  of  the  new 
committee  and  the  terms  of  its  appointment 
are  yet  to  be  determined,  it  is  certain  to  be 
called  upon  to  reconsider  the  whole  question 
of  Germany’s  obligations. 

The  communique,  drafted  by  M.  Briand 
and  given  out  after  the  meeting  in  Geneva, 
reads  as  follows: 

“Agreement  has  been  reached  on  the  opening 
of  official  negotiations  relating  to  early  evacua¬ 
tion  of  the  Rhineland;  the  necessity  for  a  com¬ 
plete  and  definite  settlement  of  the  reparation 
problem  and  the  constitution  for  this  purpose  of 
a  committee  of  financial  experts  to  be  nominated 
by  Germany,  France,  England,  Italy,  Belgium 
and  Japan;  the  acceptance  in  principle  of  crea¬ 
tion  of  a  commission  of  verification  and  concilia¬ 
tion,  its  composition  and  operation  being  the 
object  of  negotiations  between  the  governments 
concerned.’’! 

!  orfc  Hcrald-Trihune,  Gi’neva  Bureau,  September 


The  decision  to  appoint  another  commit¬ 
tee  of  experts  marks  a  new  and  decisive  step 

in  the  history  of  reparation.  It  is  the  first 
time  since  the  war  ended  that  a  final  solu¬ 
tion  of  the  reparation  problem  has  been 
undertaken.  The  Experts’  Plan-  is  not,  nor 
was  it  intended  to  be,  a  permanent  solution. 
Its  great  value  has  been  in  providing  a  prac¬ 
ticable  schedule  of  payments  to  tide  over  a 
difficult  period  until  the  European  situation 
should  improve  and  a  permanent  settlement 
become  possible.  In  the  opinion  of  many 
European  statesmen  and  financiers,  the  Ex¬ 
perts’  Plan  has  already  fulfilled  the  purpose 
for  which  it  was  created  and  it  is  now  time 
to  proceed  to  a  final  settlement  of  the  whole 
problem. 

It  is  apparent,  however,  from  recent  press 
dispatches  that  the  preliminary  negotiations 
have  brought  out  important  differences  of 
opinion  both  as  to  the  composition  of  the 
committee  and  the  nature  of  its  task.  It  is 
probable  that  S.  Parker  Gilbert,  the  Agent 
General  for  Reparation  Payments,  will  be 
able  to  resolve  these  minor  difficulties  but 


Popularly  known  as  the  Dawca  Plan. 
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the  fact  that  they  have  been  raised  indicates  perts.  In  order  to  do  this  it  is  necessary 

an  even  more  fundamental  disagreement  on  to  review  briefly  the  background  of  the 

matters  of  greater  importance.  At  this  present  problem  and  to  raise  some  of  the 

stage,  therefore,  undue  optimism  as  to  the  questions  involved  in  fixing  the  total  of  Ger- 

probable  achievements  of  the  committee  is  man  reparation  obligations.  It  also  shows 

not  justified.  the  immediate  and  direct  economic  connec¬ 

tion  between  reparation  and  war  debts,  and, 
The  purpose  of  this  report  is  to  present  a  finally,  it  presents  and  criticizes  proposals 

general  statement  of  the  problems  to  be  for  the  commercialization  of  the  reparation 

faced  by  the  proposed  committee  of  ex-  obligations. 

THE  PRESENT  STATUS  OF  THE  PROBLEM 


Although  the  Experts’  Plan  has  achieved 
admirable  results  since  its  adoption  in  Sep¬ 
tember  1924,  from  the  point  of  view  of  a 
final  solution  of  the  problem  there  are  sev¬ 
eral  obvious  defects  in  its  construction.  The 
most  important  of  these  is  the  fact  that  it 
leaves  indefinite  Germany’s  total  liabilities. 
S.  Parker  Gilbert,  in  the  Report  of  the 
Agent  General  for  Reparation  Payments  of 
December  10,  1927,  states: 

“And  as  time  goes  on,  and  practical  experi¬ 
ence  accumulates,  it  becomes  always  clearer  that 
neither  the  reparation  problem,  nor  the  other 
problems  depending  upon  it,  will  be  finally  solved 
until  Germany  has  been  given  a  definite  task  to 
perform  on  her  own  responsibility,  v'ithout  for¬ 
eign  supervision  and  without  transfer  protection. 
This,  I  believe,  is  the  principal  lesson  to  be 
drawn  from  the  past  three  years,  and  it  should 
be  constantly  in  the  minds  of  all  concerned  as 
the  execution  of  the  Plan  continues  to  unfold.” 

Under  the  schedule  of  payments  provided 
in  the  present  Plan  Germany  is  required  to 
pay  to  the  Allies  the  sum  of  2,500  million 
gold  marks  ($595,000,000)  a  year  in  the 
standard  years  which  began  in  September 
1928.  The  Experts’  Plan  does  not  stipulate 
how  long  these  payments  shall  run,  nor  is 
there  any  statement  of  the  total  amount 
Germany  shall  be  required  to  pay.  The 
Treaty  of  Versailles  fixed  a  period  of  thirty 
years  as  the  duration  of  German  reparation 
payments.®  The  railway  and  industrial 
bonds  which  have  been  issued  under  the 
Plan  run  for  thirty-seven  years — a  vague 
and  exceedingly  uncertain  suggestion  that 
this  is  the  duration  of  the  period  of  pay¬ 
ments  contemplated  by  the  Experts’  Plan. 
The  capitalized  sum  of  the  standard  Dawes 
payments  is  generally  reckoned  at  50  billion 
gold  marks  (about  $12,000,000,000).  In 

3.  Treaty  of  Versailles,  Part  VIII,  Article  23S. 


1921  the  Reparation  Commission,  however, 
fixed  the  total  of  German  reparation  charges 
at  132  billion  gold  marks  (about  $31,000,- 
000,000),  and  since  this  amount  has  never 
been  subsequently  altered,  there  are  many 
who  argue  that  Germany  is  legally  respon¬ 
sible  for  that  amount. 

Another  defect  of  the  Experts’  Plan  is 
that  it  leaves  untouched  the  crucial  problem 
of  Germany’s  ability  to  transfer  the  pay¬ 
ments  due.  While  the  Experts’  Plan  sets  up 
a  Transfer  Committee  to  protect  the  sta¬ 
bility  of  German  currency,  it  does  not  pro¬ 
vide  a  means  for  the  marketing  of  German 
goods  and  services.  Since  the  adoption  of 
the  Experts’  Plan,  Germany  has  borrowed 
more  from  abroad  than  she  has  paid  on 
account  of  reparation.  During  this  period 
of  time  Germany  has  paid  to  her  creditors 
approximately  $1,302,000,000  while  she  has 
borrowed  from  abroad  more  than  $1,550,- 
000,000.  Under  these  conditions  there  is 
not  likely  to  be  a  technical  transfer  problem 
since  Germany’s  demand  for  foreign  cur¬ 
rency  is  met  by  the  large  sums  borrowed. 
The  ultimate  effect  of  this  government-pay¬ 
ing,  private-borrowing  process  is  simply  to 
change  gradually  the  form  of  Germany’s 
liabilities  from  government  to  private  debts. 

A  third  objectionable  feature  of  the  Ex¬ 
perts’  Plan  is  the  elaborate  system  of  inter¬ 
national  financial  control  that  is  imposed 
upon  Germany.  It  is  exceedingly  irksome, 
as  well  as  a  constant  humiliation  to  Ger¬ 
many,  to  have  practically  her  entire  eco¬ 
nomic  life  supervised  by  the  representatives 
of  foreign  governments.  While  this  elabo¬ 
rate  system  of  control  was  obviously  neces¬ 
sary  at  the  time  of  the  adoption  of  the  Ex¬ 
perts’  Plan,  only  her  most  violent  enemies 
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would  insist  that  these  measures  should 
continue  indefinitely. 

The  debts  of  the  Allied  Governments  to 
the  Government  of  the  United  States  consti¬ 
tute  perhaps  the  most  important  factor  in 
the  reparation  problem  as  it  stands  today. 
Under  the  debt-funding  agreements  the  Al¬ 
lies  have  agreed  to  pay  the  United  States 
over  a  period  of  sixty-two  years.  They  de¬ 
mand,  therefore,  that  reparation  payments 
from  Germany  continue  as  long  as  they  are 
required  to  pay  the  United  States.  Thus  the 
war  debts  have  become  a  stumbling  block 
in  the  way  of  a  settlement  of  the  reparation 
problem. 

While  the  United  States  Government  has 
consistently  maintained  that  there  is  no 
moral  or  legal  connection  between  repara¬ 
tion  and  war  debts,  a  direct  and  immediate 
practical  connection  cannot  be  doubted.  The 
two  problems  of  war  debts  and  reparation 
are  from  a  strictly  economic  point  of  view 
only  two  general  aspects  of  the  much  larger 
problem  of  the  financial  liquidation  of  the 
war.  The  reparation  problem,  which  is  the 
particular  concern  of  the  countries  of  Eu¬ 
rope,  requires,  in  the  first  instance,  a  Euro¬ 
pean  solution,  but  a  definite  and  final  solu¬ 
tion  of  the  larger  problem  cannot  be  en¬ 
visaged  without  a  reconsideration  of  the 
inter-Allied  debts  as  well. 

Under  the  Experts’  Plan  Germany  is  re¬ 
quired  to  pay  the  Allies  $595,000,000  a  year, 
while  the  United  States  is  due  to  receive 
from  the  four  principal  Allies  under  the 
debt-funding  agreements  payments  ranging 
from  $204,333,750  in  1929  to  $406,000,000 
in  1983.  The  position  of  the  various  coun¬ 
tries  as  the  recipients  of  reparation  from 
Germany  and  the  payers  of  war  debts  to  the 
United  States  for  the  year  1929  is  shown  as 
follows : 


PAYMENTS  DUE  IN  1929  UNDER  THE 
EXPERTS’  PLAN  AND  FUNDING  AGREEMENTS 


Creditors 

and  Debtors 

GREAT  BRITAIN 

From  Germany  . . 

From  France  . 

From  Italy  . 

To  United  States 

. $109,000,000 

.  38,928,000 

.  20,680,000 

$160,590,000 

FRANCE 

From  Germany  . 

To  Great  Britain 

To  United  States 

.  257,700,000 

38,928,000 

32,500,000 

ITALY 

From  Germany  . 

To  Great  Britain 

To  United  States 

.  49,600,000 

20,680,000 

5,000,000 

BELGIUM 

From  Germany  . 

.  39,600,000 

To  United  States  5,450,000 

The  United  States  is  involved  in  a  solu¬ 
tion  of  the  reparation  problem  in  still  an¬ 
other  way;  that  is,  in  the  financial  control 
exercised  by  the  New  York  money  market. 
Any  solution  of  the  problem  that  requires 
the  sale  of  any  portion  of  Germany’s  obli¬ 
gations  on  the  world’s  money  markets  must 
necessarily  take  into  account  both  the  pri¬ 
vate  American  investor  and  the  attitude  of 
Washington  toward  the  flotation  of  such  a 
loan  on  the  American  markets.  Thus,  even 
if  the  question  of  the  war  debts  is  not 
raised,  the  policy  of  Washington  with  refer¬ 
ence  to  the  supervision  of  foreign  loans 
must  be  taken  into  account. 

PROBLEMS  BEFORE 
THE  NEW  COMMITTEE 

When  the  new  committee  of  experts 
meets  it  will  be  confronted  with  two  definite 
and  concrete  problems  upon  the  satisfac¬ 
tory  solution  of  which  will  depend  the  eco¬ 
nomic  welfare  of  Europe  for  some  time  to 
come: 

1.  That  of  fixing  a  total  sum  that  Ger¬ 
many  will  be  required  to  pay. 

2.  The  formulation  of  a  definite  scheme 
for  the  commercialization  of  at  least  a  part 
of  the  reparation  obligations. 
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THE  BACKGROUND  OF  REPARATION 


Under  the  provisions  of  the  Treaty  of 
Versailles,  Germany  and  her  allies  accepted 
“responsibility  for  causing  all  the  loss  and 
damage  to  which  the  Allied  and  Associated 
Governments  and  their  nationals  have  been 
subjected  as  a  consequence  of  the  war  im¬ 
posed  upon  them  by  the  aggression  of  Ger¬ 
many  and  her  allies.”^  Article  232  of  the 
Treaty  required  Germany  to  “make  compen¬ 
sation  for  all  damage  done  to  the  civilian 
population  of  the  Allied  and  Associated 
Powers  and  to  their  property  during  the 
period  of  the  belligerency  of  each  as  an 
Allied  or  Associated  Power  against  Ger¬ 
many  by  such  aggression  by  land,  by  sea 
and  from  the  air,  and  in  general  all  damage 
as  defined  in  Annex  I  hereto.”®  According 
to  the  terms  of  Annex  I,  in  addition  to  the 
payments  for  reconstruction  of  the  devast¬ 
ated  regions  and  for  a  long  list  of  other 
damages,  Germany  was  required  to  pay 
pension  and  separation  allowances  and  the 
Belgian  war  debt. 

The  Treaty  of  Versailles  did  not  attempt 
to  fix  the  total  bill  against  Germany  for 
reparation.  It  established  a  Reparation 
Commission,  composed  only  of  Allied  and 
Associated  representatives,  which  was  in¬ 
structed  to  fix  the  total  obligations  of  Ger¬ 
many  by  May  1,  1921.  The  Treaty  merely 
stipulated  that  Germany  should  advance  to 
the  Allies  20  billion  gold  marks  on  ac¬ 
count,  which  would  ultimately  be  deducted 
from  the  total  amount  fixed.  Before  the 
date  for  the  fixing  of  the  amount  of  Ger¬ 
many’s  bill  by  the  Reparation  Commission, 
however,  a  dispute  arose  between  Germany 
and  the  Allies  over  the  advance  of  20 
billion  gold  marks  with  the  result  that  the 
Reparation  Commission  declared  Germany 
in  default.  The  Allies  then  proceeded  on 
March  8,  1921,  to  occupy  the  towns  of 
Diisseldorf,  Duisburg,  and  Ruhrort.  They 
also  established  a  customs  wall  around  the 
Rhineland  and  levied  taxes  on  imports  from 
Germany  into  Allied  countries. 

On  April  27,  1921  (four  days  before  the 
expiration  of  the  time  limit)  the  Repara¬ 
tion  Commission  established  Germany’s 

4.  The  Treaty  of  Versailles,  Part  VIII,  Article  231. 

6.  Treaty  of  Versailles,  Part  VIII,  Article  232,  Annex  I. 


total  liability  on  account  of  reparation  at 
132  billion  gold  marks  ($31,000,000,000), 
exclusive  of  the  Belgian  war  debt  of  four 
billion  gold  marks. 

THE  LONDON 
AGREEMENT 

The  Allies  did  not  ask  that  the  total  sum 
fixed  by  the  Reparation  Commission  be  paid 
at  once.  The  Supreme  Council  of  the  Allies, 
meeting  in  London,  drew  up  on  May  5,  1921 
a  schedule  of  payments  which  they  com¬ 
municated  to  Germany  together  with  an 
ultimatum  declaring  that  if  Germany  did 
not  unconditionally  accept  the  entire  plan 
within  six  days  the  Allies  would  proceed  to 
the  occupation  of  the  Ruhr  in  addition  to 
other  military  measures.  The  London 
Schedule  of  Payments  provided: 

1.  That  Germany  should  issue  three 
series  of  bonds ;  Class  A  bonds  to  the 
amount  of  12  billion  gold  marks.  Class  B 
bonds  to  the  amount  of  38  billion  gold 
marks,  Class  C  bonds  to  the  amount  of  82 
billion  gold  marks^— a  total  of  132  billion 
gold  marks.  The  “A”  and  “B”  bonds  were 
to  be  issued  at  any  time  the  Reparation 
Commission  thought  expedient,  but  the  “C” 
bonds  were  not  to  be  issued  until  the  Com¬ 
mission  was  satisfied  that  German  pay¬ 
ments  under  the  schedule  w’ere  sufficient  to 
provide  for  the  payment  of  the  interest  and 
sinking  fund  of  the  “C”  bonds.  Interest  on 
all  the  bonds  was  fixed  at  the  rate  of  5  per 
cent  and  the  sinking  fund  at  one  per  cent 
per  annum. 

2.  That  Germany  should  pay  annually 
until  all  the  bonds  were  redeemed  two  billion 
gold  marks  and  26  per  cent  of  the  value  of 
German  exports. 

It  should  be  observed  that  under  the  Lon¬ 
don  Schedule  of  Payments  Germany  was 
required  to  pay  only  what  amounted  to 
interest  and  amortization  on  50  billion  gold 
marks,  or  about  three  billion  gold  marks  a 
year.  This  is  only  slightly  more  than  the 
standard  payments  under  the  Dawes  An¬ 
nuities. 

On  May  11,  1921,  under  the  pressure  of 
the  Allied  ultimatum,  Germany  accepted  the 
obligations  fixed  upon  her  by  the  Repara- 
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tion  Commission  and  the  Schedule  of  Pay¬ 
ments  imposed  by  the  London  agreement. 
In  an  attempt  to  meet  the  payments  pro¬ 
vided  in  the  London  Schedule,  Germany 
established  a  Treaty  Obligations’  Budget. 
In  spite  of  her  efforts,  however,  the  revenues 
of  the  German  Government  were  too  small 
to  meet  the  payments  required  and  the  gov¬ 
ernment  started  to  print  paper  money  in 
order  to  meet  its  budget  deficit.  In  conse¬ 
quence,  wild  inflation  followed  and  the  mark 
fell  in  value  upon  the  exchange  markets. 
While  this  financial  demoralization  was  tak¬ 
ing  place,  the  Reparation  Commission  in 
December  1922,  upon  the  initiative  of  the 
French,  declared  Germany  in  default  in  the 
delivery  of  timber  and  the  French  and  Bel¬ 
gian  Governments  sent  a  “mission  of  con¬ 
trol”  into  the  Ruhr  on  January  11,  1923. 

If  the  French  really  expected  by  these 
methods  to  force  from  Germany  the  pay¬ 
ments  due  on  reparation,  they  were  doomed 
to  disappointment.  The  finances  of  Ger¬ 
many  merely  went  from  bad  to  worse  and 
the  mark  came  to  be  practically  valueless 
by  the  end  of  1923. 

THE  EXPERTS’ 

PLAN 

Out  of  this  situation,  involving  the  com¬ 
plete  demoralization  of  Germany’s  economic 
life,  and  to  a  very  large  extent  that  of  all 
Europe,  came  the  practical  expedient  of  a 
Committee  of  Experts  to  investigate  the 
German  budget  and  German  currency.  The 
proposal  of  an  experts’  committee  to  study 
Germany’s  capacity  to  pay  was  first  put 


forward  by  Secretary  Hughes  in  a  speech  in 
December  1922.  It  was  not,  however,  until 
November  of  1923  that  the  Allies  could 
reconcile  their  conflicting  interests  and 
motives  to  the  extent  of  acting  upon  the  pro¬ 
posal.  The  Reparation  Commission  then 
established  two  committees  as  follow's: 

1.  The  Committee  of  Experts,  ap¬ 
pointed  for  the  investigation  of  the  German 
budget  and  German  currency,  met  in  Paris 
on  January  14,  1924.  Its  membership  w^as: 
Charles  G.  Daw'es,  Chairman,  Owen  D. 
Young,  United  States;  Robert  M.  Kinder- 
sley,  J.  C.  Stamp,  England;  J.  Parmentier, 
Edgar  Allix,  France;  Alberto  Pirelli,  Fe¬ 
derico  Flora,  Italy;  E.  Francqui,  and 
Maurice  Houtard,  Belgium. 

2.  The  second  committee,  called  to  in¬ 
vestigate  the  flight  of  German  capital  to 
foreign  countries,  met  in  Paris  on  January 
21.  Its  members  were:  Reginald  McKenna, 
Chairman,  England;  Henry  M.  Robinson, 
United  States;  Andre  Laurent- Atthalin. 
France;  Mario  Alberti,  Italy;  and  Albert  E. 
Janssen,  Belgium. 

On  April  9  the  twm  committees  simultan¬ 
eously  submitted  their  reports  to  the  Repa¬ 
ration  Commission.  The  report  of  the  first 
committee  was  adopted  as  the  basis  for  the 
settlement  of  the  reparation  impasse  at  the 
London  Conference  on  August  16,  1924.  The 
essential  features  of  the  Experts’  Plan, 
the  foundation  upon  which  the  whole  struc¬ 
ture  of  European  economics  and  finance  has 
been  built  since  September  1924,  is  as 
follow's : 

Annual  German  payments  W'ere  fixed  ac¬ 
cording  to  the  following  schedule: 


(in  millions  of  gold  marks) 
first  year  second  third  fourth  fifth 

From  railways  .  200  695  550  660  660 

From  reparation  loan  .  800 

From  transport  tax  .  250  290  290  290 

From  industries  .  125  250  300  300 

From  sale  of  preference  shares  of  the  railway 

company  .  250 

From  ordinary  budget  resources  .  110  500  1,250 

Supplementary  budget  contribution^  .  300 

TOTALS  .  1,000  1,220  1,500  1,750  2,500 


1.  The  Plan  fixed  the  third  Annuity  at  1,200  million  gold 
niarks.  it  provided,  however,  for  two  contingent  supplemen¬ 
tary  contributions,  payable  from  the  German  budget  In  the 
ourth  and  fifth  Annuity  years,  amounting  In  the  aggregate^ 
.  0  BOO  million  gold  marks.  By  an  agreement  between  the 


Reparation  Commission  and  the  German  Government,  executed 
September  8,  1926,  the  two  contingent  supplementary  contri¬ 
butions  have  been  replaced  by  a  single  definite  payment  of 
300  million  gold  marks,  to  be  made  during  the  third  Annuity 
year. 
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The  principle  of  the  distribution  of  pay¬ 
ments  from  Germany  among  the  Allies  was 
that  adopted  at  Spa,  in  July,  1920.  At  that 
conference  the  following  distribution  of  pay¬ 
ments  was  agreed  upon  and  is  in  force  at 
the  present  time:  France,  52  per  cent;  Eng¬ 
land,  22  per  cent;  Italy,  10  per  cent;  Bel¬ 
gium,  8  per  cent. 

It  will  be  observed  that  the  annual  pay¬ 
ments  in  the  standard  years  under  the  Ex¬ 
perts’  Plan  are  not  greatly  more  than  those 
provided  in  the  London  Schedule  of  Pay¬ 
ments  of  May  5,  1921.  There  are,  however, 
several  very  important  differences.  The 
Experts’  Plan  offered  definite  assistance 
to  Germany.  By  beginning  the  payments 
at  a  relatively  low  figure  and  increasing 
them  year  by  year  to  the  standard  Annui¬ 
ties  of  the  fifth  year,  they  made  it  possible 
for  Germany  to  meet  her  payments  gradu¬ 
ally.  It  also  provided  a  loan  of  800  million 
gold  marks  for  the  purpose  of  safeguarding 
the  German  budget  and  currency,  and  estab¬ 
lished  an  independent  bank  which  exercised 
the  exclusive  right  to  issue  paper  money 
and  thus  made  inflation  for  political  pur¬ 
poses  impossible. 

In  addition  to  helping  Germany  by  means 
of  a  loan,  the  Experts’  Plan  further  assisted 
her  by  taking  a  portion  of  the  burden  from 
the  budget  and  placing  it  upon  German  in¬ 
dustries.  It  provided  that  the  first  year’s 
payments  of  one  billion  gold  marks  should 
be  derived  from  the  proceeds  of  the  foreign 
loan  and  from  interest  on  German  Railway 
Bonds  pledged  for  this  purpose.  The  second 
year’s  payments  were  derived  from  a  trans¬ 
port  tax,  interest  on  industrial  debentures, 
and  interest  on  German  Railway  Bonds — 
deducting  only  250  million  gold  marks  from 
the  government  budget.  In  the  third  year 
the  government  budget  contributed  110  mil¬ 
lion  gold  marks,  or  about  7  per  cent  of  the 
total  payments  for  that  year.  Finally,  in 
the  standard  years,  the  budget  is  required 
to  contribute  regularly  1,250  million  gold 
marks  or  50  per  cent  of  the  total  Annuity; 
the  other  half  is  to  be  contributed  by  Ger¬ 
man  railways  and  certain  other  industries. 

The  Plan  provides  that  the  German  Gov¬ 


ernment  should  issue  5  per  cent  bonds  to 
the  value  of  11  billion  gold  marks,  pay¬ 
able  in  thirty-seven  years,  and  secured  by 
railway  earnings;  and  bonds  to  the  value 
of  five  billion  gold  marks  secured  by  certain 
industries.  In  addition,  a  transport  tax 
was  imposed  for  reparation  purposes.  Thus 
the  German  railways  and  industries  must 
assume  responsibility  for  meeting  the  in¬ 
terest  and  eventually  paying  off  the  prin¬ 
cipal  on  bonds  aggregating  16  billion  gold 
marks. 

In  order  to  safeguard  the  interest  of  Ger¬ 
many’s  creditors,  the  Experts’  Plan  sets  up 
financial  guarantees  based  upon  a  system  of 
pledged  revenues  and  international  control. 
In  contrast  to  the  military  guarantees  im¬ 
posed  by  the  Treaty  of  Versailles,  the  Plan 
provided  that  Germany  should  be  required 
to  lay  aside  for  reparation  payments  certain 
revenues  which  could  not  be  used  for  any 
other  purposes.  Germany  therefore  set 
aside  the  revenues  derived  from  alcohol, 
tobacco,  beer,  sugar  and  customs.  These 
revenues  are  under  the  supervision  of  a 
Commissioner  of  Controlled  Revenue  who 
sees  to  it  that  the  funds  are  properly  ad¬ 
ministered  and  that  they  are  actually  turned 
over  to  the  reparation  account. 

The  railways,  the  Bank  of  Issue  and  Ger¬ 
man  Railway  Bonds  are  also  placed  under 
the  control  of  foreign  commissioners  under 
the  general  supervision  of  the  Agent  Gen¬ 
eral  for  Reparation  Payments.  In  order  to 
prevent  the  invasion  of  German  territory 
by  an  Allied  country,  provision  is  made  for 
the  settlement  of  all  disputes  between  the 
Reparation  Commission  and  Germany  by 
arbitration.  Thus  France  or  any  other 
power  cannot  decide  for  itself  whether  or 
not  Germany  has  failed  to  live  up  to  its 
obligations.  If  a  default  occurs,  the  agree¬ 
ment  provides  that  the  Allies,  “acting  with 
the  consciousness  of  joint  trusteeship  for 
the  financial  interests  of  themselves  and  of 
the  persons  who  advance  money  upon  the 
lines  of  the  said  Plan,  will  confer  at  once 
on  the  nature  of  the  sanctions  to  be  applied 
and  on  the  method  of  their  rapid  and  effec¬ 
tive  application.’’ 
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THE  TRANSFER 
COMMITTEE 

Perhaps  the  most  interesting  feature  of 
the  Experts’  Plan  was  the  institution  of  a 
Transfer  Committee  which  was  charged 
with  the  task  of  converting  German  marks 
into  the  currency  of  the  creditor  countries. 
The  Plan  provides  that: 

“All  payments  for  the  account  of  Reparations 
(whether  from  interest  and  sinking  fund  on  rail¬ 
ways  or  industrial  debentures,  the  transport  tax, 
or  from  the  budget  contribution)  will  be  paid  in 
gold  marks  or  their  equivalent  in  German  cur¬ 
rency  into  the  Bank  of  Issue  to  the  credit  of  the 
‘Agent  for  Reparation  Payments’.  This  payment 
is  the  definitive  act  of  the  German  Government 
in  meeting  its  financial  obligations  under  the 
plan.” 

In  other  words,  the  responsibility  for  the 
transfer  of  the  funds  from  German  into 
foreign  currency  is  shifted  from  the  Ger¬ 
man  Government  to  the  hands  of  the  Tr  ans¬ 
fer  Committee.  Its  powers  include  the  sus¬ 
pension,  curtailment,  expansion,  or  regula¬ 
tion  of  remittances  in  accordance  with  the 
capacity  of  the  exchange  market  to  absorb 
them  without  threatening  the  stability  of 
the  German  currency.  If  it  is  thought 

WHAT  SHALL  GERMANY 

The  first  and  foremost  problem  which  is 
left  unsolved  by  the  Experts’  Plan  and 
which  the  new  committee  of  experts  will  be 
forced  to  face  quite  concretely  is  that  of  fix¬ 
ing  the  total  amount  Germany  will  be  re¬ 
quired  to  pay.  What  procedure  will  the 
committee  adopt  and  what  principles  can 
be  used  to  determine  with  any  degree  of 
fairness  and  accuracy  the  amount  that  Ger¬ 
many  shall  be  required  to  pay  on  reparation 
account?  It  is  obviously  out  of  the  ques¬ 
tion  to  go  back  to  the  arguments  that  pre¬ 
vailed  at  the  Peace  Conference. 

“CAPACITY 
TO  PAY” 

The  first  question  that  the  proposed  com¬ 
mittee  of  experts  will  be  called  upon  to  de¬ 
cide  is  Germany’s  “capacity  to  pay.’’  At  the 
present  time,  under  the  schedule  of  pay¬ 
ments  provided  in  the  Experts’  Plan,  Ger¬ 
many  is  required  to  pay  the  annual  sum  of 


essential  in  the  interests  of  the  stability  of 
the  German  currency  to  suspend  transfers, 
the  Committee  may  invest  reparation  funds 
“in  bonds  or  other  loans  in  Germany’’  to  a 
maximum  of  five  billion  gold  marks.  When 
that  limit  has  been  reached,  the  “payments 
by  Germany  out  of  the  Budget  and  Trans¬ 
port  Tax  would  be  reduced  until  such  time 
as  the  transfers  to  the  Allies  can  be  in¬ 
creased  and  the  accumulation  be  reduced  be¬ 
low  the  limit  named.’’ 

Germany  has  met  promptly  and  efficiently 
all  of  her  payments  in  accordance  with  the 
stipulations  of  the  Experts’  Plan.  The  sta¬ 
bility  of  her  currency  has  remained  unim¬ 
paired,  and  within  the  last  few  years  she 
has  undergone  a  period  of  great  internal 
industrial  and  business  expansion. 

Nevertheless,  in  order  to  make  an  eco¬ 
nomic  settlement  of  her  reparation  obliga¬ 
tions,  Germany  will  be  required  to  have  a 
surplus  of  exports  of  goods  and  services  in 
her  balance  of  international  payments  suffi¬ 
ciently  valuable  to  meet  the  amount  of  her 
payments  on  account  of  reparation.  This 
is  the  real  transfer  problem  with  which 
Germany  is  confronted  and  it  is  also,  per¬ 
haps,  the  real  test  of  her  capacity  to  pay. 

BE  REQUIRED  TO  PAY? 

2,500  million  gold  marks,  or  $595,000,000 
year.  Whether  this  is  beyond  Germany’s 
capacity  to  pay  it  is  impossible  to  say. 
Moreover,  Germany’s  experience  under  the 
Experts’  Plan  has  proved  very  little  with 
respect  to  her  ability  to  pay.  The  full 
schedule  of  German  payments  under  the 
Experts’  Plan  began  only  in  September  1928. 
As  pointed  out  in  another  section  of  this 
report,  Germany  has  borrowed  from  abroad 
more  than  she  has  paid  her  creditors. 

The  principle  of  capacity  to  pay  is  itself 
an  uncertain  formula.  It  is  not  possible 
of  exact  and  scientific  determination.  It 
must  be  measured,  first,  by  Germany’s 
ability  to  produce  a  surplus  within  the  na¬ 
tion  for  export  abroad;  and,  second,  by  her 
ability  to  sell  these  goods  and  services  to  the 
outside  world.  Obviously  a  nation’s  ability 
to  produce  an  internal  surplus  is  almost  un¬ 
limited,  assuming  that  it  is  possible  to  re¬ 
duce  the  standard  of  living  of  its  citizenrv 
to  the  lowest  point  consistent  with  the  main- 
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tenance  of  mere  physical  existence.  This, 
of  course,  is  not  the  conception  of  capacity 
to  pay  that  Germany’s  creditors  or  the 
United  States  Government  have  in  mind  in 
using  this  principle  as  the  basis  for  the 
funding  of  the  Allied  debts  to  the  United 
States.  At  any  rate,  such  an  interpreta¬ 
tion  of  the  principle  of  capacity  to  pay  is 
one  which  is  quite  untenable  in  our  modern 
economically  and  politically  interdependent 
world.  It  also  leaves  out  of  consideration 
entirely  the  crucial  problem  of  transferring 
these  sums  abroad. 

STATEMENT  OF 
SECRETARY  MELLON 

What,  then,  is  a  practical  conception  of 
economic  capacity  that  may  be  applied  to 
Germany?  One  of  the  best  statements  of 
the  principle  of  capacity  to  pay  was  made 
by  Andrew  Mellon,  Secretary  of  the  Treas¬ 
ury  of  the  United  States,  with  reference  to 
the  funding  of  the  war  debt  to  the  United 
States.  Mr.  Mellon  said: 

“While  the  integrity  of  international  obliga¬ 
tions  must  be  maintained,  it  is  axiomatic  that  no 
nation  can  be  required  to  pcy  to  another  govern¬ 
ment  sums  in  excess  of  its  capacity  to  pay.  The 
Commission  in  its  settlement  with  Great  Britain, 
made  on  June  19,  1923,  and  in  subsequent  nego¬ 
tiations  or  settlements  has  adhered  to  the  prin¬ 
ciple  that  the  adjustments  made  with  each 
Government  must  be  measured  by  the  ability  of 
the  particular  Government  to  put  aside  and 
transfer  to  the  United  States  the  payments 
called  for  under  the  funding  agreement. 

“Nor  does  the  principle  of  capacity  to  pay  re¬ 
quire  the  foreign  debtor  to  pay  to  the  full  limit 
of  his  present  or  future  capacity.  It  must  be 
permitted  to  preserve  and  improve  its  economic 
position,  to  bring  its  budget  into  balance  and  to 
place  its  finances  and  currency  on  a  sound  basis, 
and  to  maintain,  and  if  possible  to  improve  the 
standard  of  living  of  its  citizens.  No  settlement 
which  is  oppressive  and  retards  the  recovery  and 
development  of  the  foreign  debtor  is  to  the  best 
interest  of  the  United  States  or  of  Europe.”® 

As  Secretary  Mellon  points  out,  there  are 
two  aspects  to  the  problem  of  economic  ca¬ 
pacity.  The  first  is  the  ability  of  the  coun¬ 
try  in  question  to  create  a  surplus  over  and 
above  its  normal  expenditures  and  its  own 
internal  demands  for  capital,  and  the  second 
is  the  question  of  converting  these  funds 
from  the  currency  of  the  debtor  country  into 

6.  Annual  Report  of  the  Secretary  of  the  Treasury,  June, 
19. j.  WashiiiBton.  Oovorninent  Trinting  Ortlce. 


the  currency  of  the  country  to  which  pay¬ 
ment  is  due. 

The  report  of  the  Experts’  Committee 
recognizes  very  clearly  the  dual  nature  of 
the  test  of  economic  capacity: 

“There  has  been  a  tendency  in  the  past  to 
confuse  two  distinct  though  related  questions; 
i.  €.,  first,  the  amount  of  revenue  which  Germany 
can  raise  available  for  reparation  account;  and, 
second,  the  amount  that  can  be  transferred  to 
foreign  countries.  The  funds  raised  and  trans¬ 
ferred  to  the  Allies  on  reparation  account  can¬ 
not  in  the  long  run  exceed  the  sums  which  the 
balance  of  payments  makes  it  possible  to  trans¬ 
fer  without  currency  and  budget  instability 
ensuing.” 

In  continuation  the  report  points  out  that 
reparation  must  first  be  provided  for  as  an 
item  in  the  budget.  It  next  shows  that  the 
economic  balance  is,  by  comparison  with 
the  budget,  incapable  of  close  calculation, 
“unmanageable”  and  too  elastic.  It  then 
says : 

“But  the  limits  set  by  the  economic  balance, 
if  impossible  of  exact  determination,  are  real. 
For  the  stability  of  a  country’s  currency  to  be 
permanently  maintained,  not  only  must  her  bud¬ 
get  be  balanced,  but  her  earnings  from  abroad 
must  be  equal  to  the  payments  she  must  make 
abroad,  including  not  only  payments  for  the 
goods  she  imports,  but  the  sums  paid  in  repara¬ 
tion.  Nor  can  the  balance  of  the  budget  itself 
be  permanently  maintained  except  on  the  same 
conditions.  Loan  operations  may  disguise  the 
position — or  postpone  its  practical  results — but 
they  cannot  alter  it.  If  reparation  can,  and 
must,  be  provided  by  means  of  the  inclusion  of 
an  item  in  the  budget — i.  e.,  by  the  collection  of 
taxes  in  excess  of  internal  expenditure — it  can 
only  be  paid  abroad  by  means  of  an  economic 
surplus  in  the  country’s  activities.” 

It  should  be  emphasized  that  in  any  rea¬ 
sonable  conception  of  economic  capacity, 
Germany’s  ability  to  pay  the  sum  fixed  must 
be  reckoned  solely  upon  her  own  internal 
capital  accumulation  without  resort  to  for¬ 
eign  borrowing.  While  it  is  true,  as  Mr. 
George  P.  Auld  sets  forth  in  his  book.  The 
Datves  Plan  and  the  New  Economics,  that 
Germany  might  continue  for  some  length 
of  time  to  pay  reparation  and  at  the  same 
time  resort  to  extensive  foreign  borrowing, 
it  should  nevertheless  be  observed  that  as 
long  as  this  process  continues,  Germany  is 
not  liquidating  any  portion  of  her  total 
obligations,  but  merely  transferring  them 
from  public  to  private  obligations.  A  true 
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conception  of  capacity  to  pay,  therefore, 
requires  that  Germany  raise  and  transfer 
these  sums  unaided. 

Thus  Germany  must  be  able  not  only  to 
produce  out  of  her  own  internal  economy 
a  surplus  to  meet  her  payments  abroad,  but 
she  must  also  be  prepared  to  transfer  these 
sums  into  Allied  currency  without  the  pro¬ 
tective  features  provided  by  the  Transfer 
Committee  in  the  Experts’  Plan. 

WAR  DEBTS 
AND  REPARATION 

The  second  consideration  that  the  new 
committee  of  experts  must  take  into  account 
in  fixing  the  total  of  Germany’s  reparation 
liabilities  is  that  of  the  relationship  between 
the  war  debts  owed  by  the  Allied  Govern¬ 
ments  to  the  United  States  and  the  sums 
due  on  account  of  reparation  from  Germany. 
It  should  be  noticed  that  from  the  very  out¬ 
set  the  United  States  has  refused  to  recog¬ 
nize  any  connection  whatsoever  between  war 
debts  and  reparation,  and  from  a  purely 
legal  point  of  view  no  such  connection 
exists. 

The  war  debts  to  the  United  States  of 
France,  Great  Britain,  Italy  and  Belgium 
were  contracted  for  the  purpose  of  paying 
for  war  supplies  purchased  by  these  govern¬ 
ments  in  the  United  States.  In  this  sense 
they  were  purely  commercial  transactions. 
In  other  words,  the  Government  of  the 
United  States  accepted  the  notes  of  the 
various  Allied  Governments  for  value  re¬ 
ceived  in  the  form  of  munitions  and  other 
materials.  There  is  nothing  in  the  various 
Acts  passed  by  Congress  authorizing  these 
loans  to  indicate  that  it  involved  anything 
other  than  a  purely  business  transaction. 
According  to  available  records  there  is  no 
evidence  whatsoever  that  the  United  States 
Government  has  ever  officially  regarded  the 
Allied  debts  to  the  United  States  in  any 
other  light. 

The  first  official  expression  of  opinion  with 
regard  to  the  American  Government’s  atti¬ 
tude  toward  the  war  debts  was  contained 
in  a  communication  from  President  Wilson 
to  Mr.  Lloyd  George  of  August  5,  1920, 
which  read  in  part  as  follows: 

No  power  has  been  given  by  the  Congress  to 

any  one  to  exchange,  remit  or  cancel  any  part 

of  the  indebtedness  of  the  Allied  Governments 


to  the  United  States  represented  by  their  respec¬ 
tive  demand  obligations.  It  would  require  Con¬ 
gressional  authority  to  authorize  any  such  deal¬ 
ing  with  the  demand  obligations.  .  .  It  is  highly 
improbable  that  either  Congress  or  popular 
opinion  in  this  country  will  ever  i^ermit  a  can¬ 
cellation  of  any  part  of  the  debt  of  the  British 
Government  to  the  United  States  in  order  to 
induce  the  British  Government  to  remit,  in  whole 
or  in  part,  the  debt  to  Great  Britain  or  France, 
or  any  other  of  the  Allied  Governments,  or  that 
it  would  consent  to  a  cancellation  or  reduction 
in  the  debts  of  any  of  the  Allied  Governments 
as  an  inducement  toward  a  practical  settlement 
of  the  reparation  claims.” 

The  Congressional  attitude  toward  the 
payment  of  the  debts  was  not  pressed  until 
1922  when  Congress  passed  an  Act  creating 
a  World  War  Foreign  Debt  Commission, 
and  laid  down  the  principles  which  were  to 
govern  the  American  representatives  in  the 
negotiations  of  debt  settlements.  The  sig¬ 
nificant  features  of  this  Act  were  the  in¬ 
structions  to  the  American  Debt-Funding 
Commission,  which  empowered  the  Commis¬ 
sion,  with  the  approval  of  the  President,  to 
fund  the  wav  and  relief  obligations  of  the 
various  foreign  governments  “in  such  form 
and  on  such  terms,  conditions,  date  or  dates 
of  maturity,  and  rate  or  rates  of  interest, 
and  with  such  security  as  shall  be  deemed  to 
the  best  interest  of  the  United  States  of 
America.” 

And  it  was  provided  “that  nothing  con¬ 
tained  in  this  Act  shall  be  construed  to 
authorize  or  empower  the  Commission  to 
extend  the  time  of  the  maturity  of  any  such 
bonds  or  other  obligations  due  the  United 
States  of  America  by  any  foreign  govern¬ 
ment  beyond  June  13,  1947,  or  to  fix  the 
rate  of  interest  at  less  than  4t4  per  cent 
per  annum.”  The  Act  further  provided  that 
the  Commission  had  no  authority  to  ex¬ 
change  bonds  or  other  obligations  “of  any 
foreign  government  for  those  of  any  other 
foreign  government  or  cancellation  of  any 
part  of  such  indebtedness  except  through 
payment  thereof.” 

The  only  change  in  the  attitude  of  Con¬ 
gress  has  been  to  authorize  the  various  debt¬ 
funding  agreements  which  have  been  nego¬ 
tiated.  The  United  States  Government  is 
therefore  unwilling  to  admit  the  connection 
between  reparation,  which  was  imposed 
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upon  Germany  by  victors  in  the  war  in 
order  to  pay  for  damages  which  it  inflicted 

upon  the  lives  and  property  of  the  civilian 
population  of  the  Allied  countries,  and  ob¬ 
ligations  to  the  United  States  which  were 
acquired  for  the  purpose  of  paying  the 
United  States  for  supplies  received  by  those 
countries. 

In  spite  of  the  fact,  however,  that  there 
is  no  moral  or  legal  connection  between 
reparation  and  war  debts,  it  is  impossible 
to  deny  that  there  is  a  definite  practical  and 
economic  connection.  The  Finance  Min¬ 
isters  of  the  various  European  countries  in 
making  up  their  budgets,  which  require  the 
payment  of  large  annual  sums  to  the  United 
States,  are  forced  to  consider  the  revenues 
to  be  derived  from  German  reparation.  In 
order  to  get  a  clear  idea  of  the  position  of 


the  four  European  countries  which  at  the 
same  time  are  debtors  and  creditors  of  the 

United  States  and  Germany  respectively,  it 
is  necessary  to  review  briefly  the  financial 
receipts  and  payments  of  each  of  these  coun¬ 
tries  separately. 

The  Position  of  Great  Britain 

Great  Britain  occupies  the  middle  position 
between  Germany,  the  general  debtor,  and 
the  United  States,  the  general  creditor.  Its 
annual  payments  to  the  United  States  are 
approximately  equal  to  its  annual  receipts 
in  reparation  from  Germany  and  the  annual 
payments  of  war  debts  from  France  and 
Italy. 

The  following  table  shows  the  position  of 
Great  Britain  with  respect  to  reparation 
and  war  debts  for  the  next  five  years: 


GREAT  BRITAIN 

RECEIPTS  from  Total  PAYMENTS  to 

Year  Germany  Prance  Italy  Receipts  United  States 

1929  . $109,000,000  $  38,928,000  $  20,680,500  $168,608,500  $160,590,000 

1930  .  109,000,000  48,660,000  20,680,500  178,340,500  160,780,000 

1931  .  109,000,000  60,826,000  20,680,500  190,505,500  159,940,000 

1932  .  109,000,000  60,826,000  20,680,600  190,605,500  161,100,000 

1933  .  109,000,000  60,825,000  21,897,000  191,722,000  183,900,000 

Total  for  five-year  period  ....$545,000,000  $270,063,000  $104,619,000  $919,682,000  $826,310,000 

British  Policy  and  the  Italian  agreements  a  provision  was 


The  policy  of  Great  Britain  with  respect  inserted  by  which  Great  Britain  agreed  to 

both  to  its  debtors  and  its  creditors  remains  reimburse  the  Italian  and  French  Govern- 

as  it  was  announced  on  August  1,  1922.  At  ments  for  all  payments  made  to  Great 

that  time.  Lord  Balfour,  British  Secretary  Britain  in  excess  of  the  amount  Great 

for  Foreign  Affairs,  outlined  Britain’s  posi-  Britain  was  required  to  pay  the  United 

tion  in  the  famous  Balfour  Note  as  follows:  States.  The  provision  in  the  Anglo-Italian 

“The  policy  favoured  by  His  Majesty’s  Govern-  agreement  is  aS  follows : 


ment  is,  as  I  have  already  observed,  that  of 
surrendering  their  share  of  German  reparation, 
and  writing  off,  through  one  great  transaction, 
the  whole  body  of  inter-Allied  indebtedness. 
But,  if  this  be  found  impossible  of  accomplish¬ 
ment,  we  wish  it  to  be  understood  that  we  do 
not  in  any  event  desire  to  make  a  profit  out 
of  any  less  satisfactory  arrangement.  In  no 
circumstances  do  we  propose  to  ask  more  from 
our  debtors  than  is  necessary  to  pay  to  our 
creditors.  And,  while  we  do  not  ask  for  more, 
all  will  admit  that  we  can  hardly  be  content  with 
less.” 

This  policy  announced  by  Lord  Balfour 
remains  the  keynote  of  the  British  debt 
policy.  The  British  representatives  have 
been  careful  to  reiterate  that  any  agreement 
which  preserves  the  essential  principles  of 
the  Balfour  Note  will  be  acceptable  to  them. 
In  making  agreements  with  her  debtors. 
Great  Britain  followed  rigidly  the  logic  of 
the  Balfour  declaration.  In  both  the  French 


“If  at  any  time  it  appears  that  the  aggregate 
payments  effectively  received  by  Great  Britain 
under  Allied  war  debt-funding  aereements  and 
on  account  of  reparations  or  of  liberation  bonds 
exceed  the  aggregate  payments  effectively  made 
by  Great  Britain  to  the  Government  of  the 
United  States  of  America  in  respect  of  war 
debts,  an  account  shall  be  drawn  up  by  the 
British  Treasury,  interest  at  5  per  cent  being 
allowed  on  both  sides  of  the  account;  and  if  that 
account  shows  that  the  receipts  exceed  the  pay¬ 
ments,  Great  Britain  will  credit  Italy  against 
the  payments  next  due  by  Italy  under  Article  I 
of  this  Agreement,  with  such  proportion  of  that 
excess  as  the  payments  effectively  made  by  Italy, 
under  Article  1  of  this  Agreement,  bear  to  the 
aggregate  sums  effectively  received  by  Great 
Britain  under  all  Allied  w’ar  debt-funding  agree¬ 
ments.  Thereafter,  a  similar  account  will  he 
drawn  up  by  the  British  Treasury  each  year, 
and  any  further  excess  of  the  receipts  over  the 
payments  shall  each  year  give  rise  to  a  credit 
to  Italy  of  a  proportion  of  such  excess  calculated 
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in  the  manner  indicated  above.  On  the  other 
hand,  any  deficit  shall  be  made  good  by  an  in¬ 
crease  in  the  payments  next  due  by  Italy  up  to 
a  similar  proportion  of  such  deficit  within  the 
limit  of  the  total  amount  of  the  credits  already 
allowed  to  Italy  under  this  article.” 

The  Position  of  France 

France  and  Belgium  are  the  two  nations 


which  receive  considerably  more  from  repa¬ 
ration  than  they  are  required  to  pay  to  their 
creditors.  The  relatively  large  excess  that 
France  is  due  to  receive  within  the  next  five 
years  over  her  debt  obligations  to  Great 
Britain  and  the  United  States  is  shown  by 
the  following  table: 


FRANCE 


RECEIPTS  from 


Year  Germany 

1929  .  $257,700,000 

1930  .  257,700,000 

1931  .  257,700,000 

1932  .  257,700,000 

1933  .  257,700,000 


PAYMENTS  to 
Great  Britain  United  States 


$  38,928,000 
48,660,000 
60,825,000 
60,825,000 
60,825,000 


$  32,500,000 
35,000,000 
40,000,000 
60,000,000 
60,000,000 


Total 
Payments 
$  71,428,000 
83,660,000 
100,825,000 
110,825,000 
120,825,000 


Totals  for  five-year  period  ....$1,288,500,000 


$270,063,000  $217,500,000  $487,563,000 


France  has  consistently  taken  the  position 
that  she  would  insist  not  only  upon  repara¬ 
tion  large  enough  to  meet  her  war  debt  obli¬ 
gations,  but  also  a  surplus  to  compensate 
her  for  the  war-time  invasion  of  her  terri¬ 
tory.  The  losses  suffered  by  France  in  the 
destruction  of  factories,  mines,  railroads, 
farms,  and  homes  in  the  northern  part  of 
that  country  have  been  estimated  at 
$6,500,000,000.7 

On  September  30,  1928,  at  the  unveiling 
of  a  war  monument  in  the  village  of  Cham- 
bery,  Premier  Poincare  declared: 

“Whatever  settlement  is  made  should  guaran¬ 
tee  us  from  our  debtors  besides  the  total  pay¬ 


ment  of  what  we  owe  our  creditors — a  clear 
indemnity  for  war  damages.” 

The  only  doubtful  element  in  the  French 
position  is  the  amount  that  she  will  insist 
upon  as  “a  clear  indemnity.” 

The  Position  of  Belgium 

The  policy  of  Belgium  is  the  same  as  that 
of  France  in  that  she  insists  upon  repara¬ 
tion  payments  from  Germany  not  only  suffi¬ 
cient  to  meet  her  obligations  to  the  United 
States  but  also  to  provide  her  with  an  in¬ 
demnity  on  account  of  war  losses.  Belgium's 
position  with  respect  to  receipts  and  pay¬ 
ments  is  as  follows : 


BELGIUM 

RECEIPTS  from  PAYMENTS  to 


Y’ear  Germany  United  States 

1929  .  $39,600,000  $  5,450.000 

1930  .  39,600,000  6,200,000 

1931  .  39,600,000  7,309,000 

1932  .  39,600,000  7,950,000 

1933  .  39,600,000  8,450,000 


Totals  for 

five-year  period  . $198,000,000 

The  Position  of  Italy 
The  Italian  Government  has  repeatedly 
stated  that  it  would  not  consent  to  any  re¬ 
duction  whatsoever  of  the  reparation  pay¬ 
ments  due  from  Germany  unless  there  was 
a  compensating  reduction  in  the  amount  she 
is  required  to  pay  Great  Britain  and  the 


$35,359,000 

United  States.  It  has  also  stated  that  should 
there  be  any  diminution  of  the  annual  pay¬ 
ments  from  Germany,  Italy  will  be  forced 
to  demand  a  higher  percentage  of  repara¬ 
tion  than  she  is  now  receiving.*  Italy's 
debtor-creditor  position  is  shown  for  the 
next  five  years  in  the  following  table : 


ITALY 


Year 

1929 

1930 

1931 

1932  , 

1933 


RECEIPTS  from 
Germany 

. $  49,600,000 

.  49,600,000 

.  49,600,000 

.  49,600,000 

.  49,600,000 


PAYMENTS  to 
Great  Britain  United  States 


$  20,680,500 
20,680,500 
20,680,500 
20,680,500 
21,897,000 


$  5,000,000 
5,000,000 
14,621,250 
14,706,125 
14,790,875 


Total 
Payments 
$  25,680,600 
25,680,500 
35,301,750 
35,386,625 
36,687,876 


__^tals  for  five-year  period  . $238,000,000  $104,619,000  $  54,118,250  $158,737,250 

Dawes  Plan  and  the  New  Economics.  8.  New  York  Times,  November  16,  1928. 

«ew  York,  Doubleday.  Page.  1927. 
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THE  COMMERCIALIZATION  OF  WAR  OBLIGATIONS 


The  second  problem  with  which  the  pro¬ 
posed  committee  of  experts  will  be  con¬ 
fronted  is  that  of  considering  proposals  for 
the  liquidation  of  at  least  a  part  of  the 
reparation  obligations  by  selling  them  upon 
the  open  market.  The  general  idea  of  the 
sale  of  German  reparation  bonds  to  private 
investors  has  been  discussed  informally  ever 
since  the  end  of  the  war.  The  commerciali¬ 
zation  of  the  Allied  indebtedness  to  the 
United  States  has  also  been  a  possibility. 
The  debt-funding  agreements  with  the  sev¬ 
eral  Allied  Governments  contain  a  provision 
stipulating  that  the  United  States  may  sell 
the  bonds  of  the  debtor  nations  on  the  open 
market  on  condition  that  they  are  first 
offered  for  sale  to  the  nation  which  origin¬ 
ally  issued  them. 

The  proposal  to  commercialize  a  portion 
of  the  reparation  bonds  was  first  officially 
proposed  on  September  16,  1926  at  the 
famous  luncheon  at  Thoiry  between  Foreign 
Minister  Briand  of  France,  and  Foreign 
Minister  Stresemann  of  Germany.  At  the 
time  of  this  conversation,  France  was  in  im¬ 
mediate  need  of  cash  to  be  used  in  stabiliz¬ 
ing  the  franc  and  she  was  prepared  to  bar¬ 
gain  on  a  cash  basis  for  the  withdrawal  of 
the  troops  from  the  Rhineland.  The  Thoiry 
plan  was  not  put  into  execution.  The  essen¬ 
tial  idea  behind  it,  however,  has  never  been 
abandoned  and  only  within  the  last  few 
months  discussion  of  it  has  been  revived  in 
foreign  press  dispatches. 

As  originally  proposed,  the  Thoiry  project 
called  for  the  sale  of  a  portion  of  the  bonds 
of  the  German  Railway  Company  which  are 
now  held  by  the  Reparation  Commission 
under  the  Experts’  Plan.  These  bonds  were 
to  be  marketed  in  the  form  of  preferred 
shares  and  the  proceeds  turned  over  to 
France  and  Belgium  in  return  for  the  evacu¬ 
ation  of  German  soil  by  French  troops.  An¬ 
other  allotment  of  the  bonds,  according  to 
this  plan,  were  to  be  marketed  and  the  cash 
turned  over  to  France  and  Belgium  for  the 
purpose  of  stabilizing  their  currencies. 

Since  the  Stresemann-Briand  luncheon, 
several  more  ambitious  plans  have  been  in¬ 
formally  suggested  in  international  financial 
circles.  One  of  the  most  comprehensive  of 
these  contemplates  the  complete  liquidation 


of  the  war  obligations  in  one  great  financial 
transaction.  In  very  general  terms  this 
plan  proposes: 

1.  That  Germany’s  obligations  be  fixed  at  a 
sum  which  is  roughly  comparable  to  the  capital¬ 
ized  cash  value  of  the  Allied  indebtedness  to  the 
United  States,  plus  an  indemnity  to  France 
and  Belgium. 

2.  That  the  entire  amount  of  these  obliga¬ 
tions  be  issued  in  the  form  of  bonds  upon  the 
security  of  German  railroads  and  industry  and 
the  German  Government,  and  that  these  bonds 
be  turned  over  to  the  Allies  for  sale  upon  the 
open  market. 

3.  That  the  proceeds  from  the  sale  of  these 
bonds  will  be  distributed  as  follows: 

a.  France  will  receive  a  cash  payment,  the 
“clear  indemnity”  that  M.  Poincare  insists 
upon,  over  and  above  her  payments  to  the 
United  States.  This  payment  would,  of  course, 
be  considerably  less  than  the  original  French 
demands  for  reconstruction  purposes. 

b.  Belgium  would  also  receive  a  cash  pay¬ 
ment  as  an  indemnity  over  and  above  what 
she  is  required  to  pay  Great  Britain  and  the 
United  States. 

c.  The  remaining  amount  would  be  paid  to 
the  United  States  for  the  purpose  of  settling 
the  Allied  indebtedness  to  this  country. 

While  this  plan  has  many  things  to  recom¬ 
mend  it,  there  are  nevertheless  practical 
difficulties  in  the  way  of  its  execution.  The 
first  is  that  of  getting  an  agreement 
between  Germany  and  her  creditors  as  to 
the  amount  that  Germany  will  be  required 
to  pay.  Germany’s  total  obligations  must 
be  small  enough  to  be  marketed,  and  at  the 
same  time  large  enough  to  supply  all  the 
Allied  demands  for  reparation.  The  capi¬ 
talized  figure  of  the  Dawes  Annuities  is 
$12,000,000,000.  It  is  highly  questionable  if 
more  than  $5,000,000,000  could  be  sold,  and 
it  is  doubtful  if  France,  Belgium  and  the 
other  Allies  would  accept  this  as  the  final 
sum  of  German  reparation  obligations.  The 
Germans  would  probably  insist  that  while 
this  is  a  considerable  reduction  in  the 
amount  they  are  not  required  to  pay,  it  is 
still  beyond  their  economic  capacity. 

The  second  difficulty  is  that  of  marketing 
the  bonds.  Estimates  of  the  amount  of 
German  securities  it  would  be  possible  to  sell 
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on  the  world’s  money  markets  vary  from 
$3,000,000,000  to  $5,000,000,000.  Many 
practical  bankers  agree  that  $4,000,000,000 
worth  of  these  bonds  could  be  marketed, 
while  others  contend  that  it  would  be 


possible  to  market  $5,000,000,000  worth 
under  an  orderly  marketing  arrangement. 

The  German  securities  which  at  present 
are  being  held  by  the  German  Reparation 
Commission  are  as  follows: 


German  Railway  Bonds  . Mks.  11,000,000,000  ($2,618,000,000) 

German  Industrial  Debentures  .  5,000,000,000  (  1,190,000,000) 


TOTAL  . 

If  Germany’s  obligations  could  be  fixed  at 
the  definite  sum  of  $4,000,000,000  or  $5,- 
000,000,000,  a  satisfactory  marketing  ar¬ 
rangement  could  possibly  be  worked  out. 
It  would,  of  course,  be  necessary  for  the 
Allied  Governments  to  guarantee  the  bonds 
to  the  extent  of  their  indebtedness  to  the 
United  States.  It  would  also  probably  be 
necessary  for  such  a  loan  to  secure  the  co¬ 
operation  not  only  of  the  international 
bankers,  but  also  of  the  Treasury  of  the 
Federal  Reserve  System,  and  private  bank¬ 
ers  in  the  United  States. 

While  it  is  true  that  such  financial  centers 
as  London,  Paris,  Amsterdam  and  Berlin 
would  be  able  to  take  some  of  these  bonds, 
the  total  amount  that  could  be  sold  abroad 


.Mks.  16,000,000,000  ($3,808,000,000) 

is  likely  to  be  small  in  relation  to  the  Amer¬ 
ican  quota.  Moreover,  it  is  thought  that 
unless  the  major  portion  of  these  bonds  are 
floated  in  the  American  market,  the  problem 
would  immediately  arise  as  to  how  such 
large  amounts  of  pounds,  francs  and  marks 
could  be  transferred  to  the  United  States 
in  payment  of  the  war  debts. 

During  the  last  calendar  year,  England 
subscribed  for  only  about  $100,000,000 
worth  of  foreign  securities,  and  even  smaller 
amounts  were  taken  by  other  continental 
countries.  The  following  table  shows  the 
amounts  of  new  foreign  securities  floated 
in  the  American  market  in  the  post-war 
years. 


FOREIGN  SECURITIES  PUBLICLY  OFFERED  IN  THE  UNITED  STATES 
(Nominal  capital  less  refunding) 


1919 

$562,324,400 

1924 

$  928,493,742 

1920 

585,191,357 

1925 

1,085,380,750 

1921 

631,007,880 

1926 

1,134,659,650 

1922 

682,277,984 

1927 

1,375,713,060 

1923 

413,662,100 

1928* 

978,414,237 

*Nine  months,  ended  September  30,  1928. 


The  above  record  of  foreign  financing  in 
the  United  States  would  tend  to  cast 
doubt  on  the  ability  of  the  American  mar¬ 
ket  to  absorb  the  large  amount  of  securities 
which  would  be  alloted  to  it  under  the  plan. 
It  must  be  remembered,  however,  that  there 
is  a  very  elastic  demand  for  investment 
securities. 

The  major  portion  of  the  bonds  would 
have  to  be  floated  in  the  United  States  not 
only  because  of  the  superior  buying  power 
of  the  American  market,  but  also  because 
of  the  difficulty  of  transfer.  If  funds  were 
to  be  taken  from  private  investors  and  paid 
to  the  Federal  Government,  there  would  ob¬ 
viously  be  no  transfer  problem.  If,  how¬ 
ever,  funds  were  raised  from  private  in¬ 
vestors  in  England  to  be  turned  over  to  the 
United  States  Treasury,  it  would  be  neces¬ 


sary  for  the  English  to  use  their  gold  re¬ 
serve  in  order  to  pay  for  the  bonds,  since  it 
would  be  quite  impossible,  without  minor 
loans  from  the  United  States  to  England,  to 
secure  the  necessary  dollar  exchange  to 
transfer  to  the  United  States.  The  same 
applies  to  the  privMe  investor  in  Germany, 
France  and  the  other  countries,  and  since 
only  England  and  France,  and  possibly 
Switzerland  and  Holland,  have  a  surplus  of 
gold  which  might  be  transferred,  it  is  only 
these  countries  that  could  possibly  help  in 
buying  German  bonds. 

Because  of  the  difficulty  of  getting  an 
agreement  on  the  total  sum  of  German  repa¬ 
ration  liabilities,  several  variations  of  the 
preceding  plan  have  been  proposed.  One  of 
the  most  interesting  of  these  suggestions  is 
that  of  discounting  present  payments.  In 
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other  words,  if  after  a  careful  survey  of 
marketing  conditions  it  is  found  possible 
to  sell  $5,000,000,000  worth  of  German 
bonds  on  the  world’s  money  markets,  these 
bonds  will  be  sold  and  the  proceeds  applied 
to  discounting  payments  of  reparation  and 
war  debts,  leaving  open  the  entire  amount 
Germany  will  be  required  to  pay.  This  plan 
is  based  upon  the  proposition  that  Europe 
should  have  immediate  relief  from  the  bur¬ 
den  of  debts  in  order  to  recover.  After  fif¬ 
teen  or  twenty  years  of  financial  rest,  the 
productive  power  and  the  capital  accumu¬ 
lation  of  Europe  will  have  increased  so 
greatly,  it  is  argued,  that  she  would  then 
have  no  difficulty  in  meeting  her  obliga¬ 
tions.  The  main  outlines  of  the  plan  are  as 
follows : 

1.  Germany  will  sell  $5,000,000,000  worth  of 
her  bonds  on  the  w'orld’s  money  markets,  there¬ 
by  reducing  her  annual  payments  to  approxi¬ 
mately  $300,000,000  a  year,  or  about  one-half 
the  standard  Dawes  Annuities — all  of  which  will 
be  in  the  form  of  interest  and  amortization  on 
her  outstanding  bonds. 

2.  The  proceeds  of  the  sale  of  these  bonds 
will  be  distributed  as  follows: 

a.  France  will  receive  on  account  a  cash 
payment  toward  the  “clear  indemnity”  that 
M.  Poincare  insists  upon,  over  and  above  her 
payments  to  the  United  States.  This  payment 
would  not  amount  to  more  than  $500,000,000 
and  the  total  amount  would  be  left  open  for 
the  future. 

b.  Belgium  would  also  receive  a  cash  pay¬ 
ment  of,  let  us  say,  $150,000,000  on  account, 
as  an  indemnity  over  and  above  what  she  is 
required  to  pay  the  United  States. 

c.  The  remainder  of  $4,325,000,000  would 
be  paid  to  the  United  States  for  the  purpose 
of  discounting  the  Allied  Governments’  pay¬ 
ments  to  the  United  States  under  the  debt¬ 
funding  agreements.  The  annual  payments 
that  this  sum  would  discount  must  be  worked 
out  precisely  by  an  actuary. 

d.  At  the  end  of  the  period  of  time  dis¬ 
counted  by  these  cash  payments  to  the  United 
States,  (e.g.,  20  years)  present  reparation 
obligations  will  automatically  become  effective 
and  the  powers  concerned  will  be  able  either 
to  resume  payment  under  present  schedules, 
as  provided  in  the  Experts’  Plan  and  the  debt¬ 
funding  agreements,  or,  as  seems  more  prob¬ 
able,  to  proceed  to  reach  a  new  agreement 
based  upon  changed  conditions. 

There  are  certain  obvious  criticisms 
which  might  be  made  against  this  proposal. 
The  first  is  that  it  would  leave  the  whole 


question  open  to  future  settlement.  A 
bond  issue  of  $5,000,000,000  based  upon  a 
generous  discount  rate  would  cover  so 
large  a  proportion  of  the  debts  to  the 
United  States  that  it  would  be  a  mis¬ 
take  not  to  settle  the  whole  problem  in  one 
transaction.  It  would  also  seem  unnecessary 
to  clutter  up  the  commercialization  feature 
of  the  compromise  plan  by  including  the 
“clear  indemnity”  that  France  and  Belgium 
insist  upon.  These  indemnities  could  better 
be  paid  by  a  separate  agreement  between 
Germany  and  those  countries,  providing  for 
payments  in  kind  to  the  amount  of  the  in¬ 
demnity  asked.  While  there  is  still  hope  of 
bringing  about  a  final  liquidation  of  the  war 
obligations,  it  would  be  a  mistake  to  adopt 
any  plan  which  fell  short  of  a  complete 
settlement. 

In  any  plan  for  the  commercialization  of 
war  obligations  the  most  important  diffi¬ 
culty  to  be  overcome  would  be  that  of  secur¬ 
ing  the  cooperation  of  the  United  States 
Government  which  has  consistently  taken 
the  position  that  there  is  no  connection 
between  reparation  and  war  debts.  As  far 
as  the  United  States  Government  is  con¬ 
cerned,  therefore,  the  whole  war  debt  prob¬ 
lem  is  a  closed  issue.  This  stand  on  the 
part  of  the  American  Government  is  un¬ 
doubtedly  a  reflection  of  the  sentiment  of  a 
vast  majority  of  the  American  people.  The 
1928  platform  of  the  Republican  Party  said: 

“We  have  steadfastly  opposed  and  will  con¬ 
tinue  to  oppose  cancellation  of  foreign  debts. 
We  have  no  desire  to  be  oppressive  or  grasping, 
but  we  hold  that  obligations  justly  incurred 
should  be  honorably  discharged.  We  know  of  no 
authority  which  would  permit  public  officials,  act¬ 
ing  as  trustees,  to  shift  the  burden  of  the  war 
from  the  shoulders  of  foreign  taxpayers  to  those 
of  our  own  people.  We  believe  that  the  settle¬ 
ments  agreed  to  are  fair  to  both  the  debtor  na¬ 
tion  and  to  the  American  taxpayer.  Our  Debt 
Commission  took  into  full  consideration  the  eco¬ 
nomic  conditions  and  resources  of  the  debtor  na¬ 
tions,  and  were  ever  mindful  that  they  must  be 
permitted  to  preserve  and  improve  their  economic 
position,  to  bring  their  budgets  into  balance,  to 
place  their  currencies  and  finances  on  a  sound 
basis  and  to  improve  the  standard  of  living  of 
their  people.  Giving  full  weight  to  these  con¬ 
siderations,  we  know  of  no  fairer  test  than 
ability  to  pay,  justly  estimated. 

“The  people  can  rely  on  the  Republican  Party 
to  adhere  to  a  foreign  debt  policy  now  definitely 
established  and  clearly  understood  both  at  home 
and  abroad.” 
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Several  European  nations  have  evidently 
accepted  this  decision  on  the  part  of  the 
American  Government  as  final.  The  British 
representatives,  for  example,  in  September 
1928,  shortly  after  the  agreement  for  the 
appointment  of  a  new  committee  of  experts 
to  reconsider  the  question  of  reparation, 
were  very  careful  to  point  out  that  their 
action  did  not  imply  a  request  for  the 
United  States  to  reconsider  its  debt  policy. 

In  spite  of  this  policy,  it  is  argued  that 
there  could  be  no  objection  on  the  part  of 
the  United  States  Government  to  a  cash 
offer  for  the  discount  of  the  Allied  obliga¬ 
tions,  providing  that  this  offer  did  not  in 
effect  cancel  any  portion  of  the  Allied  in¬ 
debtedness.  It  is  argued  that  it  would  be 
more  desirable  for  the  United  States  to  re¬ 
ceive  a  cash  settlement  rather  than  wait  for 
payment  in  annual  installments  over  a 
period  of  fifty-nine  more  years.  It  would 
give  the  United  States  Government  cash 
with  which  to  redeem  immediately  a  part 
of  its  public  indebtedness. 

There  remains,  however,  the  difficult 
question  of  constitutional  procedure.  Con¬ 
gress  might  be  reluctant  to  give  United 
States  Treasury  representatives  the  option 
to  negotiate  such  a  commercialization  ar¬ 
rangement  for  the  settlement  of  inter- 
Allied  debts  to  the  United  States.  Under 
our  peculiar  political  arrangements,  it 
would  probably  be  necessary  for  Congress 
to  pass  upon  such  a  scheme  before  it  could 
be  carried  into  effect  by  the  Executive. 

In  view  of  these  conditions  any  scheme 
for  the  commercialization  of  war  debts  and 
reparation  must  depend  in  the  first  instance 
upon  a  European  solution  of  the  problem; 
that  is,  the  total  amount  of  German  obliga¬ 
tions  must  be  fixed  and  a  definite  plan  be 
worked  out  for  the  sale  of  these  securities 
upon  the  world’s  money  markets.  When 
this  has  been  accomplished  it  will  then  be 
possible  to  make  a  definite  offer  to  the 
United  States  which  she  is  left  free  either 
to  accept  or  reject. 

Even  if  the  plans  for  the  liquidation  of 
reparation  were  a  purely  European  arrange¬ 
ment  and  did  not  involve  the  Allied  war 
debts  to  the  United  States,  it  would  never¬ 
theless  be  necessary  to  obtain  the  approval 
of  the  American  Government  before  bonds 


could  be  floated  privately  upon  the  Ameri¬ 
can  market. 

SUMMARY  OF 
CONCLUSIONS 

It  is  obvious  that  there  is  no  simple  solu¬ 
tion  of  the  interrelated  problems  of  repara¬ 
tion  and  war  debts.  The  capital  repre¬ 
sented  by  these  obligations  has  been  shot 
away  in  one  of  the  most  disastrous  wars 
in  history  and  the  world  is  now  undergoing 
the  painful  and  unromantic  process  of  pay¬ 
ing  the  bill.  From  the  foregoing  statement 
of  the  problem,  however,  it  is  possible  to 
set  limits  within  which  a  constructive  at¬ 
tack  can  be  made  upon  it. 

The  first  and  most  pressing  need,  if  a  final 
solution  of  the  problem  is  contemplated,  is 
for  a  definite  statement  of  Germany’s  obli¬ 
gations.  This  is  demanded  not  only  because 
the  German  people  have  a  right  to  know 
what  is  expected  of  them  but  also  in  order 
that  the  people  of  the  Allied  countries  may 
know  how  they  are  to  meet  their  own  obli¬ 
gations  under  the  war  debts.  In  fixing  the 
amount  that  Germany  shall  be  required  to 
pay,  Germany’s  true  economic  capacity  must 
be  honestly  determined. 

The  most  important  factor  in  determin¬ 
ing  Germany’s  capacity  to  pay  is  in  finding 
out  how  much  she  can  reasonably  be  ex¬ 
pected  to  transfer  to  foreign  countries  in 
goods  and  services  unaided  by  a  transfer 
committee,  and  without  resorting  to  foreign 
borrowing.  There  are  several  possible  ways 
by  which  Germany  can  secure  the  foreign 
exchange  to  meet  her  pound,  franc  and  lira 
debts  abroad. 

1.  The  first  is  by  a  change  in  her  present 
trade  balance  of  such  magnitude  that  it  w’ill 
not  only  wipe  out  her  present  excess  of  im¬ 
ports  over  exports  but  also  give  her  an  ex¬ 
port  balance  sufficiently  large  to  meet  her 
annual  reparation  payments.  In  order  to 
do  this,  Germany  must  find  foreign  markets. 
In  this,  however,  she  will  be  handicapped 
by  the  high  tariff  policies  of  most  of  the 
nations  of  the  world. 

2.  The  second  method  by  which  Ger¬ 
many  can  meet  the  obligations  fixed  upon 
her  is  by  acquiring  a  heavy  export  balance 
in  the  so-called  “invisible”  items;  e.  g., 
tourist  expenditures,  freight  payments,  in- 
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surance  transactions,  etc.  This  must  be 
sufficiently  large  to  offset  both  the  import 
balance  on  merchandise  and  precious  metals 
and  at  the  same  time  take  care  of  her 
reparation  obligations. 

It  is  obvious  that  any  combination  of  the 
two  methods  outlined  above  would  bring 
about  the  same  result.  The  important  fact 
is  that  Germany  must  have  an  export  bal¬ 
ance  on  all  current  items  (visible  and  in¬ 
visible)  sufficient  to  meet  her  payments  to 
her  creditors. 

3.  Finally,  it  is  possible  for  Germany  to 
pay  the  amount  fixed  without  an  export 
balance  on  these  items  provided  she  con¬ 
tinues  to  borrow  the  amount  she  is  required 
to  pay.  This,  in  fact,  is  what  she  has  been 
doing  since  the  adoption  of  the  Experts’ 
Plan.  It  is  obvious  that  by  this  method  she 
is  not  making  a  real  settlement  of  her  obli¬ 
gations  but  only  changing  their  form.  It 
is  impossible  for  this  situation-  to  con¬ 
tinue  indefinitely.  Sooner  or  later  her  pay¬ 
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ments  will  become  so  large  that  default  in  \ 
her  obligations  is  inevitable. 

Assuming  that  Germany’s  obligations 
have  been  fixed  within  a  reasonable  and 
economic  conception  of  her  capacity  to  pay, 
the  problem  that  remains  is  one  of  taking 
the  whole  matter  out  of  politics  and  putting 
her  obligations  in  the  hands  of  private  in¬ 
vestors.  This  is  involved  in  the  so-called 
commercialization  arrangements  outlined 
above. 

In  order  to  do  this,  it  is  necessary  to  take 
account  of  the  Allied  indebtedness  to  the 
United  States.  When  the  European  Govern¬ 
ments  have  agreed  upon  the  amounts  Ger¬ 
many  shall  be  required  to  pay,  they  will 
then  be  in  a  position  to  make  a  cash  offer 
to  the  United  States  with  some  assurance 
of  at  least  its  sympathetic  consideration. 
When  it  becomes  clear  that  the  United 
States  will  receive  cash  with  which  to  pay 
off  a  portion  of  its  public  debt,  there  is  the  * 
possibility  that  the  offer  may  be  accepted. 


ANNUAL  PAYMENTS  TO  BE  MADE  FROM  1929  TO  1933  UNDER  EXPERTS’  PLAN 

AND  DEBT-FUNDING  AGREEMENTS® 


GREAT  BRITAIN 


DEBTORS  CREDITOR 


Year 

Germany 

France 

Italy 

United  States 

1929 

$109,000,000 

$38,928,000 

$20,680,500 

$160,590,000 

1930 

109,000,000 

48,660,000 

20,680,500 

160,780,000 

1931 

109,000,000 

60,825,000 

20,680,500 

159,940,000 

1932 

109,000,000 

60,825,000 

20,680,500 

161,100,000 

1933 

109,000,000 

60,825,000 

21,897,000 

183,900,000 

Year 

DEBTOR 

Germany 

FRANCE 

CREDITORS 

Great  Britain  United  States 

1929 

$257,700,000 

$38,928,000 

$32,500,000 

1930 

257,700,000 

48,660,000 

35,000,000 

1931 

257,700,000 

257,700,000 

60,825,000 

40,000,000 

1932 

60,825,000 

50,000,000 

1933 

257,700,000 

60,825,000 

60,000,000 

Year 

DEBTOR 

Germany 

ITALY 

CREDITORS 

Great  Britain  United  States 

1929 

$49,600,000 

$20,680,500 

$  5,000,000 

1930 

49,600,000 

20,680,500 

5,000,000 

1931 

49,600,000 

20,680,500 

14,621,250 

1932 

49,600,000 

20,680,500 

14,706,125 

1933 

49,600,000 

20,680,500 

14,790,875 

Year 

1929 

1930 

1931 

1932 

1933 

DEBTOR 

Germany 

$39,600,000 

39,600,000 

39,600,000 

39,600,000 

39,600,000 

BELGIUM 

CREDITOR 
United  States 
$5,450,000 
6,200,000 
7,309,000 
7,950,000 
8,450,000 

9.  Paymonta  under  the  Experts’  Plan  may  vary  according-  to  the  index  of  prospertity  provid'-d 
In  the  Plan. 
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